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the time of the decedent’s death. How-
ever, it is not necessary that all the as-
sets of the partnership or the corpora-
tion be utilized in the carrying on of
the trade or business.

(2) In the case of a trade or business
carried on as a proprietorship, the in-
terest in the closely held business in-
cludes only those assets of the dece-
dent which were actually utilized by
him in the trade or business. Thus, if a
building was used by the decedent in
part as a personal residence and in part
for the carrying on of a mercantile
business, the part of the building used
as a residence does not form any part
of the interest in the closely held busi-
ness. Whether an asset will be consid-
ered as used in the trade or business
will depend on the facts and cir-
cumstances of the particular case, for
example, if a bank account was held by
the decedent in his individual name (as
distinguished from the trade or busi-
ness name) and it can be clearly shown
that the amount on deposit represents
working capital of the business as well
as nonbusiness funds (e.g., receipts
from investments, such as dividends
and interest), then that part of the
amount on deposit which represents
working capital of the business will
constitute a part of the interest in the
closely held business. On the other
hand, if a bank account is held by the
decedent in the trade or business name
and it can be shown that the amount
represents nonbusiness funds as well as
working capital, then only that part of
the amount on deposit which rep-
resents working capital of the business
will constitute a part of the interest in
the closely held business. In a case
where an interest in a partnership or
stock of a corporation qualifies as an
interest in a closely held business, the
decedent’s entire interest in the part-
nership, or the decedent’s entire hold-
ing of stock in the corporation, con-
stitutes an interest in a closely held
business even though a portion of the
partnership or corporate assets is used
for a purpose other than the carrying
on of a trade or business.

(d) Interests in two or more closely held
businesses. For purpose of paragraphs
(a) and (b) of § 20.6166–1 and paragraphs
(d) and (e) of § 20.6166–3, interests in two
or more closely held businesses shall be

treated as an interest in a single close-
ly held business if more than 50 percent
of the total value of each such business
is included in determining the value of
the decedent’s gross estate. For the
purpose of the 50 percent requirement
set forth in the preceding sentence, an
interest in a closely held business
which represents the surviving spouse’s
interest in community property shall
be considered as having been included
in determining the value of the dece-
dent’s gross estate.

[T.D. 6522, 25 FR 13888, Dec. 29, 1960. Redesig-
nated by T.D. 7710, 45 FR 50745, July 31, 1980]

§ 20.6166A–3 Acceleration of payment.
(a) In general. Under the cir-

cumstances described in this section
all or a part of the tax which the ex-
ecutor has elected to pay in install-
ments shall be paid before the dates
fixed for payment of the installments.
Upon an estate’s having undistributed
net income described in paragraph (b)
of this section for any taxable year
after its fourth taxable year, the execu-
tor shall pay an amount equal to such
undistributed net income in liquida-
tion of the unpaid portion of the tax
payable in installments. Upon the hap-
pening of any of the events described in
paragraphs (c), (d), and (e) of this sec-
tion, any unpaid portion of the tax
payable in installments shall be paid
upon notice and demand from the dis-
trict director.

(b) Undistributed net income of estate.
(1) If an estate has undistributed net
income for any taxable year after its
fourth taxable year, the executor shall
pay an amount equal to such undistrib-
uted net income in liquidation of the
unpaid portion of the tax payable in in-
stallments. The amount shall be paid
to the district director on or before the
time prescribed for the filing of the es-
tate’s income tax return for such tax-
able year. For this purpose extensions
of time granted for the filing of the in-
come tax return are taken into consid-
eration in determining the time pre-
scribed for filing the return and mak-
ing such payment. In determining the
number of taxable years, a short tax-
able year is counted as if it were a full
taxable year.

(2) The term ‘‘undistributed net in-
come’’ of the estate for any taxable
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year for purposes of this section is the
amount by which the distributable net
income of the estate, as defined in sec-
tion 643, exceeds the sum of—

(i) The amount for such year speci-
fied in section 661(a) (1) and (2),

(ii) The amount of the Federal in-
come tax imposed on the estate for
such taxable year under Chapter I of
the Code, and

(iii) The amount of the Federal es-
tate tax, including interest thereon,
paid for the estate during such taxable
year (other than any amount paid by
reason of the application of this accel-
eration rule).

(3) The payment described in sub-
paragraph (1) of this paragraph shall be
applied against the total unpaid por-
tion of the tax which the executor
elected to pay in installments, and
shall be divided equally among the in-
stallments due after the date of such
payment. The application of this sub-
paragraph may be illustrated by the
following example:

Example. The decedent died on January 1,
1959. The executor elects under section 6166
to pay tax in the amount of $100,000 in 10 in-
stallments of $10,000. The first installment is
due on April 1, 1960. The estate files its in-
come tax returns on a calendar year basis.
For its fifth taxable year (calendar year 1963)
it has undistributed net income of $6,000. If
the prepayment of $6,000 required by section
6166(h)(2)(A), and due on or before April 15,
1964, is paid before the fifth installment (due
April 1, 1964), the $6,000 is apportioned equal-
ly among installments 5 through 10, leaving
$9,000 as the amount due on each of such in-
stallments. However, if the prepayment of
$6,000 is paid after the fifth installment, it is
apportioned equally among installments 6
through 10, leaving $8,800 as the amount due
on each of such installments.

(c) Failure to pay installment on or be-
fore due date. If any installment of tax
is not paid on or before the date fixed
for its payment (including any exten-
sion of time for the payment thereof),
the whole of the unpaid portion of the
tax which is payable in installments
becomes due and shall be paid upon no-
tice and demand from the district di-
rector. See paragraph (c) of § 20.6166–1
for the dates fixed for the payment of
installments. See also § 20.6161–1 for the
circumstances under which an exten-
sion of time for the payment of an in-
stallment will be granted.

(d) Withdrawal of funds from business.
(1) In any case where money or other
property is withdrawn from the trade
or business and the aggregate with-
drawals of money or other property
equal or exceed 50 percent of the value
of the trade or business, the privilege
of paying the tax in installments ter-
minates and the whole of the unpaid
portion of the tax which is payable in
installments becomes due and shall be
paid upon notice and demand from the
district director. The withdrawals of
money or other property from the
trade or business must be in connec-
tion with the interest therein included
in the gross estate, and must equal or
exceed 50 percent of the value of the
entire trade or business (and not just 50
percent of the value of the interest
therein included in the gross estate).
The withdrawal must be a withdrawal
of money or other property which con-
stitutes ‘‘included property’’ within
the meaning of that term as used in
paragraph (d) of § 20.2032–1. The provi-
sions of this section do not apply to the
withdrawal of money or other property
which constitutes ‘‘excluded property’’
within the meaning of that term as
used in such paragraph (d).

(2) If a distribution in redemption of
stock is (by reason of the provisions of
section 303 or so much of section 304 as
relates to section 303) treated for in-
come tax purposes as a distribution in
full payment in exchange for the stock
so redeemed, the amount of such dis-
tribution is not counted as a with-
drawal of money or other property
made with respect to the decedent’s in-
terest in the trade or business for pur-
poses of determining whether the with-
drawals of money or other property
made with respect to the decedent’s in-
terest in the trade or business equal or
exceed 50 percent of the value of the
trade or business. However, in the case
described in the preceding sentence the
value of the trade or business for pur-
poses of applying the rule set forth in
subparagraph (1) of this paragraph is
the value thereof reduced by the pro-
portionate part thereof which such dis-
tribution represents. The proportionate
part of the value of the trade or busi-
ness which the distribution represents
is determined at the time of the dis-
tribution, but the reduction in the
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value of the trade or business rep-
resented by it relates back to the time
of the decedent’s death, or the alter-
nate valuation date if an election is
made under section 2032, for purposes
of determining whether other with-
drawals with respect to the decedent’s
interest in the trade or business con-
stitute withdrawals equaling or exceed-
ing 50 percent of the value of the trade
or business. See example (3) of para-
graph (e)(6) of this section for illustra-
tion of this principle. The rule stated
in the first sentence of this subpara-
graph does not apply unless after the
redemption, but on or before the date
prescribed for payment of the first in-
stallment which becomes due after the
redemption, there is paid an amount of
estate tax not less than the amount of
money or other property distributed.
Where there are a series of section 303
redemptions, each redemption is treat-
ed separately and the failure of one re-
demption to qualify under the rule
stated in the first sentence of this sub-
paragraph does not necessarily mean
that another redemption will not qual-
ify.

(3) The application of this paragraph
may be illustrated by the following ex-
amples, in each of which the executor
elected to pay the estate tax in install-
ments:

Example (1). A, who died on July 1, 1957,
owned an 80 percent interest in a partnership
which qualified as an interest in a closely
held business. B owned the other 20 percent
interest in the partnership. On the date of
A’s death the value of the business was
$200,000 and the value of A’s interest therein
was included in his gross estate at $160,000.
On October 1, 1958, when the value of the
business was the same as at A’s death, the
executor withdrew $80,000 from the business.
On December 1, 1958, when the value of the
remaining portion of the business was
$160,000, the executor withdrew $20,000 from
the business and B withdrew $10,000. On Feb-
ruary 1, 1959, when the value of the then re-
maining portion of the business was $150,000
the executor withdrew $15,000. The with-
drawals of money or other property from the
trade or business with respect to the interest
therein included in the gross estate are con-
sidered as not having equaled or exceeded 50
percent of the value of the trade or business
until February 1, 1959. The executor is con-
sidered as having withdrawn 40 percent of
the value of the trade or business on October
1, 1958, computed as follows:

$80,000 (withdrawal) ÷ $200,000 (value of trade
or business at time of withdrawal) × 100
percent = 40 percent

Immediately following the October with-
drawal the remaining portion of the business
represents 60 percent of the value of the
trade or business in existence at the time of
A’s death (100 percent less 40 percent with-
drawn). The executor is considered as having
withdrawn 7.5 percent of the value of the
trade or business on December 1, 1958, and B
as having withdrawn 3.75 percent of the
value thereof at that time, computed as fol-
lows:
Executor’s withdrawal—
$20,000 (withdrawal) ÷ $160,000 (value of trade

or business at time of withdrawal) × 60
percent = 7.5 percent

B’s withdrawal—
$10,000 (withdrawal) ÷ $160,000 (value of trade

or business at time of withdrawal) × 60
percent = 3.75 percent

Immediately following the December with-
drawal the then remaining portion of the
business represented 48.75 percent of the
value of the trade or business in existence at
the time of A’s death (100 percent less 40 per-
cent withdrawn by executor in October, 7.5
percent withdrawn by executor in December,
and 3.75 percent withdrawn by B in Decem-
ber). It should be noted that while at this
point the total withdrawals by the executor
and B from the trade or business exceed 50
percent of the value thereof, the aggregate of
the withdrawals by the executor were less
than 50 percent of the value of the trade or
business. Also it should be noted that while
the total withdrawals by the executor ex-
ceeded 50 percent of the value of A’s interest
in the trade or business, they did not exceed
50 percent of the value of the entire trade or
business. The executor is considered as hav-
ing withdrawn 4.875 percent of the value of
the trade or business on February 1, 1959,
computed as follows:
$15,000 (withdrawal) ÷ $150,000 (value of trade

or business at time of withdrawal) × 48.75
percent = 4.875 percent

As of February 1, 1959, the total withdrawals
from the trade or business made with respect
to A’s interest therein was 52.375 percent of
the value of the trade or business.

Example (2). The decedent’s 40-percent in-
terest in the XYZ partnership constituted an
interest in a closely held business. Since the
decedent’s interest in the closely held busi-
ness amounted to less than 50 percent of the
value of the business, money or other prop-
erty equaling or exceeding 50 percent of the
value of the business could not be withdrawn
from the decedent’s interest in the business.
Therefore, withdrawals of money or other
property from this trade or business never
would accelerate the payment of the tax
under the provisions of this paragraph.

VerDate 11<MAY>2000 14:11 May 14, 2001 Jkt 010199 PO 00000 Frm 00502 Fmt 8010 Sfmt 8010 Y:\SGML\194092T.XXX txed01 PsN: txed01



503

Internal Revenue Service, Treasury § 20.6166A–3

Example (3). The decedent died on Sep-
tember 1, 1957. He owned 100 shares of B Cor-
poration (the total number of shares out-
standing at the time of his death) and a 75
percent interest in a partnership of which C
was the other partner. The B Corporation
stock and the interest in the partnership to-
gether make up the interest in the closely
held business which was included in the dece-
dent’s gross estate. The B Corporation stock
was included in the gross estate at a value of
$400,000 and the interest in the partnership
was included at a value of $300,000. On No-
vember 1, 1957, at which time the value of
the corporation’s assets had not changed, in
a section 303 redemption the executor sur-
rendered 26 shares of B Corporation stock for
$104,000. On December 1, 1957, at which time
the value of the partnership’s assets had not
changed, the partners withdrew 90 percent of
the assets of the partnership, with the execu-
tor receiving $270,000 and C receiving $90,000.
The estate tax amounts to $240,000, of which
the executor elected under section 6166 to
pay $140,000 in 10 installments of $14,000 each.
On December 1, 1958, the due date for paying
the estate tax which was not payable in in-
stallments and for paying the first install-
ment under section 6166, the executor paid
estate tax of $114,000, of which $100,000 rep-
resented the tax not payable in installments
and $14,000 represented the first installment.
Inasmuch as after the section 303 distribu-
tion and on or before the due date of the first
installment (December 1, 1958) after the sec-
tion 303 distribution the executor paid as es-
tate tax an amount not less than the amount
of the distribution, the section 303 distribu-
tion does not constitute a withdrawal of
money or other property from the business
for purposes of section 6166(h)(1). Therefore,
the value of the trade or business is reduced
by the amount of the section 303 distribu-
tion. Accordingly, the value of the entire
trade or business is $696,000, of which $400,000
represents the value of the partnership and
$296,000 represents the value of the B Cor-
poration stock. Since the executor is consid-
ered as having withdrawn only $270,000 (the
withdrawal from the partnership) from the
trade or business, the withdrawal of money
or other property from the trade or business
made with respect to the decedent’s interest
therein was 270,000/696,000 of the value of the
entire trade or business, or less than 50 per-
cent thereof.

(e) Disposition of interest in business.
(1) In any case where in the aggregate
50 percent or more of the decedent’s in-
terest in a closely held business has
been distributed, sold, exchanged, or
otherwise disposed of, the privilege of
paying the tax in installments termi-
nates and the whole of the unpaid por-
tion of the tax which is payable in in-

stallments becomes due and shall be
paid upon notice and demand from the
district director. A transfer by the ex-
ecutor of an interest in the closely held
business to a beneficiary or trustee
named in the decedent’s will or to an
heir who is entitled to receive it under
the applicable intestacy law does not
constitute a distribution thereof for
purposes of determining whether 50
percent or more of an interest in a
closely held business has been distrib-
uted, sold, exchanged, or otherwise dis-
posed of. However, a subsequent trans-
fer of the interest by the beneficiary,
trustee, or heir will constitute a dis-
tribution, sale, exchange, or other dis-
position thereof for such purposes. The
disposition must be a disposition of an
interest which constitutes ‘‘included
property’’ within the meaning of that
term as used in paragraph (d) of
§ 20.2032–1. The provisions of this sec-
tion do not apply to the disposition of
an interest which constitutes ‘‘ex-
cluded property’’ within the meaning
of that term as used in such paragraph
(d).

(2) The phrase ‘‘distributed, sold, ex-
changed, or otherwise disposed of’’
comprehends all possible ways by
which an interest in a closely held
business ceases to form a part of the
gross estate. The term includes the
surrender of a stock certificate for cor-
porate assets in complete or partial
liquidation of a corporation pursuant
to section 331. The term also includes
the surrender of stock for stock pursu-
ant to a transaction described in sub-
paragraphs (A), (B), or (C) of section
368(a)(1). In general the term does not,
however, extend to transactions which
are mere changes in form. It does not
include a transfer of assets to a cor-
poration in exchange for its stock in a
transaction with respect to which no
gain or loss would be recognizable for
income tax purposes under section 351.
It does not include an exchange of
stock in a corporation for stock in the
same corporation or another corpora-
tion pursuant to a plan of reorganiza-
tion described in subparagraph (D), (E),
or (F) of section 368(a)(1), nor to an ex-
change to which section 355 (or so
much of section 356 as relates to sec-
tion 355) applies. However, any stock
received in an exchange to which the
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two preceding sentences apply shall for
purposes of this paragraph be treated
as an interest in a closely held busi-
ness.

(3) An interest in a closely held busi-
ness may be ‘‘distributed’’ by either a
trustee who received it from the execu-
tor, or a trustee of an interest which is
included in the gross estate under sec-
tions 2035 through 2038, or section 2041.
See subparagraph (1) of this paragraph
relative to the distribution of an inter-
est by the executor to the person enti-
tled to receive it under the decedent’s
will or an intestacy law.

(4) An interest in a closely held busi-
ness may be ‘‘sold, exchanged, or other-
wise disposed of’’ by (i) the executor;
(ii) a trustee or other donee to whom
the decedent in his lifetime transferred
the interest included in his gross estate
under section 2035 through 2038, or sec-
tion 2041; (iii) a beneficiary, trustee, or
heir entitled to receive the property
from the executor under the decedent’s
will or under the applicable law of de-
scent and distribution, or to whom
title to the interest passed directly
under local law; (iv) a surviving joint
tenant or tenant by the entirety; or (v)
any other person.

(5) If a distribution in redemption of
stock is (by reason of the provisions of
section 303 or so much of section 304 as
relates to section 303) treated for in-
come tax purposes as a distribution in
full payment in exchange for the stock
redeemed, the stock so redeemed is not
counted as distributed, sold, ex-
changed, or otherwise disposed of for
purposes of determining whether 50
percent or more of the decedent’s inter-
est in a closely held business has been
distributed, sold, exchanged, or other-
wise disposed of. However, in the case
described in the preceding sentence the
interest in the closely held business for
purposes of applying the rule set forth
in subparagraph (1) of this paragraph is
such interest reduced by the propor-
tionate part thereof which the re-
deemed stock represents. The propor-
tionate part of the interest which the
redeemed stock represents is deter-
mined at the time of the redemption,
but the reduction in the interest rep-
resented by it relates back to the time
of the decedent’s death, or the alter-
nate valuation date if an election is

made under section 2032, for purposes
of determining whether other distribu-
tions, sales, exchanges, and disposi-
tions of the decedent’s interest in the
closely held business equal or exceed in
the aggregate 50 percent of such inter-
est. See example (3) of subparagraph (6)
of this paragraph for illustration of
this principle. The rule stated in the
first sentence of this subparagraph
does not apply unless after the redemp-
tion, but on or before the date pre-
scribed for payment of the first install-
ment which becomes due after the re-
demption, there is paid an amount of
estate tax not less than the amount of
money or other property distributed.
Where there are a series of section 303
redemptions, each redemption is treat-
ed separately and the failure of one re-
demption to qualify under the rule
stated in the first sentence of this sub-
paragraph does not necessarily mean
that another redemption will not qual-
ify.

(6) The application of this paragraph
may be illustrated by the following ex-
amples, in each of which the executor
elected to pay the tax in installments:

Example (1). The decedent died on October
1, 1957. He owned 8,000 of the 12,000 shares of
D Corporation outstanding at the time of his
death and 3,000 of the 5,000 shares of E Cor-
poration outstanding at that time. The D
Corporation stock was included in the gross
estate at $50 per share, or a total of $400,000.
The E Corporation stock was included in the
gross estate at $100 per share, or a total of
$300,000. On November 1, 1958, the executor
sold the 3,000 shares of E Corporation and on
February 1, 1959, he sold 1,000 shares of D
Corporation. Since the decedent’s shares of D
Corporation and E Corporation together con-
stituted the interest in a closely held busi-
ness, the value of such interest was $700,000
($400,000 plus $300,000) and the D Corporation
stock represented 400,000/700,000 thereof and
the E Corporation stock represented 300,000/
700,000 thereof. While the sale of 3,000 shares
of E Corporation on November 1, 1958, was a
sale of the decedent’s entire interest in E
Corporation and a sale of more than 50 per-
cent of the outstanding stock of E Corpora-
tion, nevertheless it constituted a sale of
only 300,000/700,000 of the interest in the
closely held business. The sale of 1,000 shares
of D Corporation stock on February 1, 1959,
represented a sale of 50,000/700,000 of the in-
terest in the closely held business. The nu-
merator of $50,000 is determined as follows:
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1,000 (shares sold) ÷ 8,000 (shares owned) ×
$400,000 (value of shares owned, as in-
cluded in gross estate)

Taken together the two sales represented a
sale of 50 percent (350,000/700,000) of the inter-
est in the closely held business. Therefore, as
of February 1, 1959 (the date of the sale of
1,000 shares of E Corporation), 50 percent or
more in value of the interest in the closely
held business is considered as distributed,
sold, exchanged, or otherwise disposed of.

Example (2). The decedent died on Sep-
tember 1, 1958. The interest owned by him in
a closely held business consisted of 100
shares of the M Corporation. On February 1,
1959, in a section 303 redemption, 20 shares
were redeemed for cash and an amount
equivalent to the proceeds was paid on the
Federal estate tax before the date of the next
installment. On July 1, 1959, the executor
sold 40 of the remaining shares of the stock.
The section 303 redemption is not considered
to be a distribution, sale, exchange, or other
disposition of the portion of the interest rep-
resented by the 20 shares redeemed. As a re-
sult of the section 303 redemption the re-
maining 80 shares represent the decedent’s
entire interest in the closely held business
for purposes of determining whether in the
aggregate 50 percent or more of the interest
in the closely held business has been distrib-
uted, sold, exchanged, or otherwise disposed
of. The sale on July 1, 1959, of the 40 shares
represents a sale of 50 percent of the interest
in the closely held business.

Example (3). The facts are the same as in
example (2) except that the 40 shares were
sold on December 1, 1958 (before the section
303 redemption was made) instead of on July
1, 1959 (after the section 303 redemption was
made). The sale of the 40 shares in December
represents, as of that date, a sale of 40 per-
cent of the interest in the closely held busi-
ness. However, the section 303 redemption of
20 shares does not count as a distribution,
sale, exchange, or other disposition of the in-
terest, but it does reduce the interest to 80
shares (100 shares less 20 shares redeemed)
for purposes of determining whether other
distributions, sales, exchanges, and disposi-
tions in the aggregate equal or exceed 50 per-
cent of the interest in the closely held busi-
ness. Since the reduction of the interest to 80
shares relates back to the time of the dece-
dent’s death, or the alternate valuation date
if an election is made under section 2032, the
sale of the 40 shares, as recomputed rep-
resents a sale of 50 percent of the interest.
However, since the sale of the 40 shares did
not represent a sale of 50 percent of the in-
terest until the section 303 distribution was
made, February 1, 1959 (the date of the sec-
tion 303 distribution) is considered the date
on which 50 percent of the interest was dis-
tributed, sold, exchanged, or otherwise dis-
posed of.

(f) Information to be furnished by ex-
ecutor. (1) If the executor acquires
knowledge of the happening of any
transaction described in paragraph (d)
or (e) of this section which, in his opin-
ion, standing alone or when taken to-
gether with other transactions of
which he has knowledge, would result
in—

(i) Aggregate withdrawals of money
or other property from the trade or
business equal to or exceeding 50 per-
cent of the value of the entire trade or
business, or

(ii) Aggregate distributions, sales, ex-
changes, and other dispositions equal
to or exceeding 50 percent of the inter-
est in the closely held business which
was included in the gross estate, the
executor shall so notify the district di-
rector, in writing, within 30 days of ac-
quiring such knowledge.

(2) On the date fixed for payment of
each installment of tax (determined
without regard to any extension of
time for the payment thereof), other
than the final installment, the execu-
tor shall furnish the district director,
in writing, with either—

(i) A complete disclosure of all trans-
actions described in paragraphs (d) and
(e) of this section of which he has
knowledge and which have not pre-
viously been made known by him to
the district director, or

(ii) A statement that to the best
knowledge of the executor all trans-
actions described in paragraphs (d) and
(e) of this section which have occurred
have not produced a result described in
subparagraph (1) (i) or (ii) of this para-
graph.

(3) The district director may require
the submission of such additional in-
formation as is deemed necessary to es-
tablish the estate’s right to continue
payment of the tax in installments.

[T.D. 6522, 25 FR 13888, Dec. 29, 1960. Redesig-
nated by T.D. 7710, 45 FR 50745, July 31, 1980]

§ 20.6166A–4 Special rules applicable
where due date of return was be-
fore September 3, 1958.

(a) In general. Section 206(f) of the
Small Business Tax Revision Act of
1958 (72 Stat. 1685) provides that section
6166(i) of the Code shall apply in cases
where the decedent died after August
16, 1954, but only if the date for filing
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